
Supermarket Update

Part I: Weakest result of the quarter goes to...

AnalystsMain takeaways:

∙ The drop in food prices is not leading to a recovery in the volume of the
consumption basket, so that category disinflation should negatively impact the
sector's Same Store Sales;

∙ Carrefour is expected to report the weakest result in the industry, with another
quarter of net loss;

∙ With the slowdown in organic openings, we do not believe Assaí will achieve its
guidance of R$100bn in revenues by 2024;

∙ We are updating our outlook for Assaí and Carrefour, with tougher assumptions
for the short term. We cut our target price to R$17 and R$13, respectively.
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Carrefour Brasil will be the first company in the sector to release its Q2 results on

Tuesday (July 25). Assaí and Pão de Açúcar will publish their figures soon after, on

Wednesday (July 26). Grupo Mateus will be the last supermarket to report its

balance sheet, only on August 9.

In this first part of the supermarket update report, we will deepen the analysis on

the two largest companies in the sector, Carrefour and Assaí. In the second part of

the report (to be released soon), we will analyze Pão de Açúcar and Grupo Mateus.

First, we need to understand two major topics that should impact the largest

players in the sector.

Topic I: Food retail inflation below 3%

Historically, fluctuations in food prices are common, however, the last 3 years have

been marked by two major atypical events (if we can define it that way): a

pandemic and a war.

Faced with an unregulated production chain and a continuously growing demand,

consumers in Brazil (and also in the world) experienced an unbridled increase in

food prices - which weighed heavily on the consumption basket during the period.

With the normalization of the supply and demand chain and the appreciation of the

real against the dollar, we have witnessed a continuous process of deflation in

the food at home category - a movement that has become clear, mainly, over the

last 6 months (see Figure 1).

Released by IBGE on a monthly basis, the accumulated inflation of the "Food at

home" category declined more than the general inflation in 2023. It is worth

remembering that, at the end of 2022, food inflation was 2x higher than the general
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IPCA. By the end of the 1st half of 2023, inflation in this category was even lower
than the general index (0.9x to be exact).

Graph 1: Prepared by Genial from IBGE data.

Ceteris Paribus, the fall in commodity prices (soybeans, corn and wheat) in the

international market is a dynamic that should continue to favor food category

inflation below the 5% threshold in 2023 (Est. Genial).

Volume should pressure Same Store Sales (SSS). While food disinflation is a

positive move for the consumer's pocket, we do not believe there will be a volume

recovery (i.e. more items in the basket) in 2023.

Without compensation in volume, the dynamics of lower inflation should only

normalize the consumption chain in the short term, with a consumer trade up

between the atacarejo and supermarket formats - the latter gaining more space in

the new scenario.

From here, we understand that food retail players should present an SSS well

below the consolidated one in recent months - sometimes even negative (as

should be the case of Carrefour and Assaí this quarter).

Topic II: B2B buying pattern has changed

Between 2020 and 2022, with food inflation at a high level (i.e. > 10% apr), it made

sense for the processing/retail public to 'overstock' products, in order to

circumvent a price increase on the shelves, which happened continuously over the

months.
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In the face of cooling food inflation, the B2B (Business to Business) consumer takes

a different consumption stance, stocking at a lower level than normal, in order to

take advantage of the reduction in prices on the shelves.

CARREFOUR REVIEW (CRFB3)

Part 1: 2Q23 estimates

In your take, this should be the worst quarter of 2023 for Carrefour. Among the

players listed in Brazil, the group has the toughest comps, as the retailer posted the

highest Same Store Sales in the sector in Q2 2022 (see Figure 2).

Figure 2: Consolidated view of SSS in Q2 2022.
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Volume should pressure Same Store Sales (SSS). While food disinflation is a

positive move for the consumer's pocket, we do not believe there will be a volume

recovery (i.e. more items in the basket) in 2023. As Carrefour is the player most

exposed to B2B, especially for the retail public, the change in consumption patterns

(see Topic 1) should generate a slowdown in Atacadão's sales pace. And,

considering that the food disinflation dynamics (see Topic 2) still does not bring a

volume and/or flow recovery to the group's stores, we see that the retailer will need

to deal with a "storm" of operational deleveraging this quarter.

All BIG Group conversions have already been finalized this quarter. In total, we

should see 15 conversions this quarter (13 BIG and 2 TodoDia). As part of these

stores were closed throughout the quarter, we should still see the negative impact

of undiluted fixed expenses in the period. On the positive side the worst is over. The

maturation of these stores over the next few quarters should stop the bleeding of

profitability experienced by the group.

We do not believe that Carrefour will avoid a negative Same Store Sales this

quarter.

In our estimate, Atacadão should show a negative indicator of -7.7% y/y (vs. SSS of

22.4% in 2Q22) and Varejo of -4.2% y/y (vs. SSS of 10.5% in 2Q22). We project the

group's gross revenue at R$29.33bn (Cash & Carry R$19.18bn; Retail R$8.00bn;

Sam's R$1.43bn), up 10.8% y/y.

We expect another quarter of weak profitability, both on a year-over-year and

sequential basis. In our estimate, only Sam's is expected to gain slight operating

margin traction (+55bps y/y), while Atacadão and Varejo are expected to lose -

132bps and -390bps of EBITDA margin, respectively.

We do not expect the dynamics for Banco Carrefour (CSF) to be very different from

what it presented in Q1 this year. The group continues to migrate the credit

portfolio from BIG to CSF, so we expect, on a sequential view, that delinquencies

should remain at a similar level to 1Q23.

Table 1: Genial estimates for Carrefour in 2Q23.
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Part II: New estimates

Considering the (I) increased industry competition in the southeast region, (II) the

strengthening of regional players, (III) the impact of food disinflation and (IV) the

longer payback from the integration of Grupo BIG into Carrefour than initially

expected, we are updating our outlook for the group, giving a pessimistic tone for

the short term.

With further pressure from operational deleveraging, we revise our 2023 and 2024

net profit estimate by -55% and -6% from the previous estimate (see Table 2). On

our valuation, CRFB3 trades at a 2024E P/E of 13.0x.

Assuming a cost of equity (Ke) of 15.2%, a perpetuity growth (g) of 3.0%, and

through a discounted cash flow (DCF), we are cutting the target price from R$17

to R$13 - upside of 23% from the price on 19/Jul. Given the weak recovery outlook

in the near term, we reiterate our HOLD recommendation for Carrefour group

shares.

With no standard rate even defined, we are not yet incorporating any impact of

the Tax Reform - approved in Congress on Friday (7/Jul) and currently under

discussion in the Senate.

What tax benefit is Carrefour exposed to? Special compensation regime. The

Group has distribution centers in different states, where it receives goods with

prepaid ICMS and ICMS-ST (Tax Replacement). Part of these goods are sent to other

states, allowing the group to recover the prepaid ICMS and ICMS-ST amounts.

Equity

Research

July 19 of 2023

Genial Institucional S.A. CCTVM

Genial Institucional S.A. CCTVM
Avenue Brig Faria Lima, 3400 – 9th floor



www.bancogenial.com 

In 2022, the company recognized a tax incentive (ICMS subsidy - Law No. 12,973/14)

of R$ 270 million, reducing the effective rate to 25% in the year. In data from

1Q23, the group has R$ 5.73 billion in taxes that it expects to recover over the next

10 years (inc. ICMS, ICMS-ST and PIS/COFINS). Of this amount, the expectation is to

recover R$ 1.91 billion in the next 12 months.

Table 2: Genial estimates for Carrefour in 2023, 2024 and 2025.

ASSAÍ REVIEW (ASAI3)

Part I: 2Q23 estimates

Like Atacadão, Assaí should not escape the change in B2B consumer behavior (see

topic 2), however, we see a softer impact than in its peer, given Assaí’s greater

exposure to the processing and user segment of this industry.

No organic expansion in the quarter. Between April and June, Assaí converted 5

stores (ex hipermercado Extra). Thus, 23 stores remain to be opened in the 2nd half

of 2023 (15 organic and 8 conversions).

With a net addition of 50 stores in the last 12 months, totaling 270 units, we expect

Assaí's gross revenue growth to be positively impacted by these openings. We

estimate a gross revenue of R$17.65bn (+21.5% y/y) and a negative SSS of -1.5%

y/y.

In relative terms, our expectation for Assaí's revenue should outperform its main

competitor Atacadão (23.2% y/y Assaí vs. 5.1% y/y Atacadão; SSS of -1.5% y/y Assaí

vs. -7.7% y/y Atacadão).

Both atacarejo players had a promotional campaigns in mid-April and May this

year. We believe that Atacadão has adopted a more aggressive pricing strategy than

Assaí, given the anniversary campaign in April (“Dia A”).

In our view, gross margins from converted stores will partially offset the

competitive environment in the Southeast region, allowing for price investment in

other regions.
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We expect Assaí to post a stable gross margin y/y at 16.1%, but a significant -

50bps compression in adjusted EBITDA margin, given lower operating leverage and

pre-operational impacts from stores that are still in the process of conversion.

Finally, we estimate a net profit of R$ 161 million (-49.7% y/y) and a net margin of

1.0%. Below, we have gathered our expectation for Assaí in 2Q23 (see Table 3).

Table 3: Genial estimates for Assaí in the 2nd quarter.

Part II: New estimates

Considering the (I) increased industry competition in the southeast region, (II) the

impact of food disinflation and (III) the failure to achieve the guidance of R$100

billion in 2024, previously foreseen, we are updating our outlook for Assaí.

Regarding item (III), we need to clarify some points. Given a still restrictive interest

rate environment, with the Selic Est. Genial target at 12.75% at the end of 2023 and

11.00% by the end of 2024 (see macroeconomic projections here), and given the

company's high financial leverage (~2.8x DL/EBITDA pre-IFRS 16), we believe Assaí

should moderately slow down the pace of organic opening for 2023 and 2024 - we

estimate opening 15 and 10 units, respectively, in the years.

When we add the vector of lower organic expansion growth to the deceleration of

food inflation, still without recomposition of items in the basket, we believe that

Assaí should not comply with the guidance previously proposed. We are

incorporating a more pessimistic outlook for the short term and we

understand that the R$ 100 billion level should be delayed by 2 years, to 2026.

Assuming a cost of equity (Ke) of 15.7% and a perpetuity growth (g) of 3.0%, and

through a discounted cash flow (DCF), we are cutting the 2023E target price from

R$20 to R$17 - upside of 40% from the price on 19/Jul. Below we perform a target

sensitivity and in all scenarios we see a significant upside for the paper.
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The short term will be challenging and we believe ASAI3's screen price today

already incorporates this. Past the Casino overhang, which no longer has a position

in the group, and trading at 11x P/E 2024 Est. Genial (18% below historical average),

we maintain Assaí with a BUY recommendation and reiterate it as a top pick in

food retail.

With no standard rate even defined, we are not yet incorporating any impact

from the Tax Reform - passed in Congress on Friday (7/Jul) and currently under

discussion in the Senate.

What tax benefit is Assaí exposed to? ICMS incentive. Tax incentives granted by

the states are now considered investment grants, deductible for the calculation of

income tax and social contribution. The company has been recovering these credits

through the authorization for immediate compensation, due to its operations,

obtaining a special regime and other procedures regulated by state rules.

In 2022, the company recognized a tax incentive (ICMS subsidy - Law No. 12,973/14

and Law 160/17) of R$ 248 million, reducing the effective rate to 8.6% in the year,

and allocated the amount of R$ 753 to tax incentive reserve. In 1Q23 data, the

group has R$ 1.85 billion of Taxes that it expects to recover over the next 10 years

(inc. ICMS, PIS/COFINS and INSS). The expectation is to recover R$ 1.01 billion

already in the next 12 months.
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Table 4: Genial estimates for Assaí in 2023, 2024 and 2025.
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Disclaimer 

This report has been produced by the research department (“Genial Institucional Research”) of Genial Institucional

Corretora de Câmbio, Títulos e Valores Mobiliários S.A. (“Genial Institucional CCTVM”). Genial Institucional is a brand

name of Genial Institucional CCTVM.

This report may not be reproduced, retransmitted, displayed or re-published to any other person, in whole or in

part, for any purpose, without the prior written consent of Genial Institucional CCTVM, which consent may be

sought by contacting the principal analyst, who is going to be responsible for obtaining the Control Room´s

approval. Genial Institucional CCTVM accepts no liability whatsoever for the actions of third parties in this respect.

This research report is for distribution only under such circumstances as may be permitted by applicable law. This

research report is not tailored to the specific investment objectives, financial situation or particular needs of any

specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete

statement or summary of any securities, markets, reports or developments referred to in this research report.

Neither Genial Institucional CCTVM nor any of its directors, officers, employees or agents shall have any liability,

however arising, for any error, inaccuracy or incompleteness of fact or opinion contained in this research report or

lack of care in this research report’s preparation or publication, or any losses or damages which may arise from the

use of this research report.

Genial Institucional CCTVM may rely on information barriers, such as “Chinese Walls” to control the flow of

information within the areas, units, divisions, groups, or affiliates of Genial Institucional CCTVM

Investing in any of the non-U.S. securities or related financial instruments (including ADRs) discussed in this

research report may present certain risks. Non-US securities mentioned, recommended, offered, or sold by Genial

Institucional CCTVM or its affiliates are not insured by the Federal Deposit Insurance Corporation and are subject to

investment risks, including the possible loss of the entire principal amount invested. The securities of non-U.S.

issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange

Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign

companies may not be subject to audit and reporting standards and regulatory requirements comparable to those

in effect within the United States

The value of any investment or income from any securities or related financial instruments discussed in this

research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may

have a positive or adverse effect on the value of or income from such securities or related financial instruments.
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Buy Expected return above +10% in relation to the Company's sector average  46%

Neutral Expected return between +10% and -10% relative to the Company's industry average 44%
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ANALYST(S) DISCLOSURES AND CERTIFICATION

The analysts hereby certify that the views expressed in this research report accurately reflect their personal views

about the subject securities or issuers and it was prepared in an independent manner, including with respect to the

person and to Genial Institucional.

The analyst’s compensation is, directly or indirectly, determined by income from Genial Institucional´s business

and financial operations.

In addition, the analysts certify that no part of their compensation was, is, or will be directly or indirectly related to

the specific recommendations or views expressed in this research report.

The compensation of the analyst who prepared this report is determined by research management and senior

management (not including investment banking). Analyst compensation is not based on investment banking

revenues, however, compensation may derive from the business and financial operations revenues of Genial

Institucional CCTVM, its affiliates, parent companies and/ or subsidiaries as a whole, of which investment banking,

sales and trading are a part. Compensation paid to analysts is the sole responsibility of Genial Institucional CCTVM.

The analysts Iago Souza, Vinicius Esteves and Nina Mirazon are the responsible for the content of this report and

for meeting the requirements of Securities and Exchange Commission of Brazil (CVM) Instruction 598/2018.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Genial Institucional CCTVM, a company authorized to engage in securities

activities in Brazil. Genial Institucional CCTVM is not a registered broker-dealer in the United States (U.S.) and,

therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of

research analysts. This research report is provided for distribution to “major U.S. institutional investors” in reliance

on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended

(the “Exchange Act.) Genial Institucional CCTVM distributes such reports in the U.S. pursuant to Rule 15a-6 and in

this context the chaperoning party (Brasil Plural Securities LLC) and in certain instances such distribution is part (or

viewed) as part of a soft dollar arrangement established and maintained by Brasil Plural Securities LLC. Genial

Institucional CCTVM does not provide this report (or any research) to U.S. persons pursuant to any express or

implied understanding that those U.S. persons will direct commission income to Genial Institucional CCTVM.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related

financial instruments based on the information provided in this research report should do so only through Brasil

Plural Securities LLC, a registered broker dealer in the United States with an office at 545 Madison Ave., New York,

NY 10022, (212) 388-5600. Under no circumstances should any recipient of this research report effect any

transaction to buy or sell securities or related financial instruments directly through Genial Institucional CCTVM.

Equity

Research

July 19 of 2023

Genial Institucional S.A. CCTVM

Genial Institucional S.A. CCTVM
Avenue Brig Faria Lima, 3400 – 9th floor



www.bancogenial.com 

Brasil Plural Securities LLC accepts responsibility for the content of this research report, subject to the terms set

out below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the

Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of Brasil Plural Securities

LLC and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a

subject company, public appearances and trading securities held by a research analyst account.

The disclosures contained in research reports produced by Genial Institucional CCTVM and distributed by Brasil

Plural Securities LLC in the U.S. shall be governed by and construed in accordance with U.S. law. Additional

information relative to the financial instruments discussed in this report is available upon request.

Copyright 2023 Genial Institucional CCTVM and/or its affiliates or parent companies. All rights reserved.
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